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TUSK Energy Inc. is an emerging junior company engaged in the exploration for, development of and 
production of oil and gas in Western Canada. The Company has built a track record of growth by 
effectively exploiting acquisitions and through full-cycle exploration success. 


The Company takes a conservative approach to its business by pursuing a varied growth strategy of 
exploration, development and acquisition, by limiting the amount of capital invested in higher risk 
exploration and by managing its commodity price risks through a regular program of hedging. The 
exploration prospects of the Company focus on natural gas. TUSK is a public company which trades 
on the Toronto Stock Exchange under the symbol "TKE". 


Stockholder Information 


As of December 31, 2002 the number of common shares outstanding was 17,613,774. The Annual 
& Special Meeting of the shareholders of TUSK Energy Inc. will be held at 2:00 p.m. Calgary time 
on Wednesday, May 21, 2003 at The Calgary Petroleum Club, 319 - 5th Avenue S.W., Calgary, 
Alberta. 


Website 


TUSK maintains an internet site at www.tusk-energy.com which includes annual and quarterly 
reports, news releases, analyst reports and a regularly updated corporate summary and PowerPoint 
presentation. 


Cover 


The cover photograph shows the testing of a 100% gas discovery drilled by TUSK in 
December 2002. The graph illustrates the growth in the price of TUSK common shares from $0.90 
at the start of the year to $2.44 at the end of the year. 


Abbreviation 


AECO natural gas delivery point in Southeast Alberta 
ARTC Alberta Royalty Tax Credit 

APO after payout 

BPO before payout 

BTAX before income tax 

bopd barrels of oil per day 

bpd barrels per day 

boe or BOE barrels of oil equivalent 

boepd barrels of oil equivalent per day 
DCF discounted cash flow 

Mbbis thousands of barrels 

Mcf thousand cubic feet 

Mefd thousand cubic feet per day 
MMof million cubic feet 

MMcfd million cubic feet per day 

NAV net asset value 

NGL natural gas liquids 

WTI West Texas Intermediate 


Conversions 

1 barrel of oil = 0.15891 cubic metres 

1 Mcf of gas = 28.17399 cubic metres 

1 barre! of oil equivalent (BOE) = 6 Mef gas 


Financial 


Revenue (net of royalties) 
Net Income (Loss) 
Per Share 
Cash Flow 
From Operations 
Per Share 
Working Capital (Deficiency) 
Before Bank Indebtedness 
Total Assets 
Bank Indebtedness 
Weighted Average 
Common Shares 


Operating 
Production 
Oil & NGLs (bpd) 
Gas (Mcfd) ~ 
Boepd 
Annual per 1,000 common 
shares (boe) 


Production Growth 
(boepd 000s) 
2.4 


Quarter Ended 
December 31 


Year Ended 


December 31 


2002 2002 
CS dahersycre! $ 16,957,486 
$ 1,304,811) S$) 3;555,081 
$ 0.08 $ 0.22 
$ 4,184,411 Sei 268 134 
$ 0.24 $ 0.74 
$ (1,282,181) 
$ 48,699,862 
$ 12,200,000 
16,532,867 
aL AVSh/ 1,034 
lS 6,063 
2,390 2,045 
52.8 AS 
Reserves (proven) 
Oil & NGLs (Mbbls) A Say. 
Gas (MMcf) 16,609 
BOE 4,/19 
Reserves (proven plus 50% probable) 
Oil & NGLs (Mbblis) 2,356 
Gas (MMcf) 20,596 
BOE 5,789 
Land Holdings (Canada) 
gross acres 197,395 
net acres 77,138 


boas 


FA 


Af 


Year Ended 

December 31 Percentage 

2001 Change 

8 6 ode dor +96% 

1,292,189 +175% 

0.09 +144% 

4,924,939 +149% 

0.34 +118% 

(1,226,789) +5% 

40,401,035 +21% 

13,850,000 -12% 

14,595,675 +13% 

404 +156% 

3,760 +61% 

aL Osuk +98% 

DSS} +75% 

1,843 +6% 

14,248 +17% 

4,218 +12% 

DOA +6% 
21,054 2% 

By SS) +1% 

185,341 +7% 

Cri: +15% 
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MESSAGE TO SHAREHOLDERS 


Growth accelerated in 2002 and 2003 has started off strongly as well. During the fourth quarter TUSK 
achieved record levels of earnings and cash flow per share, cash flow and production. The market price for 
our shares has started to reward both the faith of our long term investors and the confidence of our more 
recent shareholders. 


2002 Highlights 


We are pleased to report year over year growth of 144% in earnings per share, 118% in cash flow per share 
and 75% in production per share. Notable achievements during the 2002 fiscal year included: 


e drilled 29 wells (10 oil, 12 gas); 
e drilling success rate of more than 84% on a net well basis; 


consistent growth in key per share parameters; 
e steady growth in production; 


e reserve additions replaced production by 272%; 

continued to develop shallow gas production at Saddle Lake & Whitefish Lake; 
construction and tie-in of compressor facility at Whitefish Lake; 

expanded oil production at Hartaven; 


e a second major gas well at Shane; 

e new gas discovery (100%) on Peace River Arch; 
° agreement to make a takeover bid for Del Roca; 
e return on equity of 19%. 


Drilling success drove production growth during the year. Continued development of our shallow gas 
properties at Whitefish Lake and Saddle Lake was complemented by a further expansion of our oil 
production capability at Hartaven. Full-cycle exploration paid off with the discovery of a second gas well at 
Shane in November and a new gas discovery (100% TUSK) at an undisclosed location on the Peace River 
Arch where the Company has interests in 25 sections of land. 


Market recognition of our growth grew during the fiscal year as our share price rose from $0.90 at the start 
of the year to pass $2.50 during December. Trading activity also increased as the year progressed with 
average volumes per market day increasing from 6,250 in January to 55,119 in December. The increased 
recognition of our share value was gratifying but still lagged far behind the expanding value of our reserves 
and production. While most of our available capital was invested in exploration and development activities, 
we were able to acquire 225,000 common shares at an average price of $1.68 during the year pursuant to 
our normal course issuer bid. 


Sound financial management is a cornerstone of our strategy for growth. A key aspect is the maintenance of 
a strong balance sheet through careful monitoring of expenditures and income to keep our debt at prudent 
levels. As of the end of the year our net debt was $13.5 million while our run-rate of cash flow was 
approximately $16.7 million per year for a debt to cash flow ratio of 0.8 times. A second key component is 
to mitigate the risk of downward pressure on commodity prices and insure base levels of cash flow through 
an ongoing hedging program. 


A strong balance sheet allowed us to pursue an acquisition which ultimately added approximately 600 boepd 
to TUSK’s production. In early December we entered into an agreement with certain shareholders of Del 
Roca Energy Ltd. and on December 23rd we mailed a takeover bid to all of the shareholders of Del Roca. 
The acquisition, which closed on January 28, 2003, is summarized elsewhere in this report. 
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Momentum has continued into the first quarter of 2003 with more successful drilling 
and significant increases in production. The highlights of 2003 to the date of this 
report are: 


e tie-in new Shane well; 

e tie-in new gas discovery on Peace River Arch; 

e drill one vertical and six horizontal wells at Hartaven; 

e drilled two new pool oil discoveries (0.75 net); 

e drilled one new gas pool discovery (0.69 net); 

e closed the Del Roca acquisition adding approximately 600 boepd. 


Corporate milestones were reached during the 2002 fiscal year as average 
production passed 2,000 boepd, cash flow passed $10 million and share price rose 
solidly over $2.00. More milestones were reached during the first quarter of 2003 as 
production passed 4,000 boepd and share price exceeded $3.00. 


The outlook for the future is positive. TUSK has activity planned on 12 development 
projects and 10 exploration prospects in 2003. We have 92 locations tentatively 
scheduled for drilling over the next 24 months. Among the prospects which will 
contribute to continued growth: the Company has more than 67 sections to develop 
at Saddle Lake and Whitefish Lake and a new gas discovery on the Peace River Arch 
with exposure to a large land position. During the first quarter TUSK has 
participated in two major 3-D seismic surveys on gas prospects with potential for 
large reserves. 


CAPEX for exploration and development activities will increase in 2003 to 
approximately $30 million. This does not include the $13.9 million spent on the 
acquisition of Del Roca. Additional funds may be required in the event that other 
suitable acquisitions are arranged. Consistent success on our lower risk drilling 
enables the Company to be more aggressive on higher risk properties which can lead 
to accelerated growth. 


Progress in 2002 was a consequence of the diligent effort of our employees and 
management team and the thoughtful guidance of our board of directors. On behalf 
of the shareholders I thank them all for their efforts. 


Norman W. Holton | | 
President & Chief Executive Officer | 


March 20, 2003 
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EXPLORATION & OPERATIONS REVIEW 
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Highlights 


e three new pool discoveries; 

e drilled new pool gas discovery on Peace River Arch (100%); 

e drilled second gas well at Shane (35% W.I.); 

e drilled 10 oil wells (7 horizontal) at Hartaven; 

e drilled 100% interest new pool oil discovery at Hartaven; 

e increased Hartaven production to exit year at over 900 bopd; 

e drilled six gas wells at Saddle Lake including 50% interest in new Sparky pool discovery; 
e drilled two gas wells at Whitefish Lake; 

e¢ constructed compressor facility and gas pipelines at Whitefish Lake; 

e increased production 66% from 1,444 boepd in Q4-2001 to 2,390 boepd in Q4-2002. 


Exploration & Land 


During the year TUSK participated in 29 wells, resulting in ten oil (4.50 net), 12 gas (5.50 net), two service 
wells (1.0 net) and five dry holes (2.17 net). 


Three areas, Saddle Lake/Whitefish Lake, Alberta (8 gas wells, one service well), Hartaven, Saskatchewan 
(9 oil wells, one service well) and Shane, Alberta (one gas well, two dry holes) accounted for 69% of the wells 
drilled by the Company. 


TUSK spent $1.2 million on land and $1.0 million on both 2-D and 3-D seismic during the year as part of 
an ongoing and concerted effort to develop new grassroots exploration plays which will provide additional 
drilling opportunities for TUSK in 2003 and subsequent years. 


Success Rate 


Property Review 

The following four properties account for 69% of the Company’s established reserves as of the end of the 
2002 fiscal year and accounted for 88% of production during that period. A total of 12.9 net wells were 
drilled by TUSK on these properties during 2002. 


Saddle Lake 

The Saddle Lake property is located approximately 130 kilometres (80 miles) northeast of Edmonton on 
Saddle Lake First Nation lands. TUSK, through wholly-owned subsidiary Auburn Energy Ltd., is the 
operator of a joint venture with 19 producing gas wells approximately half of which are dual zone producers. 
Two-thirds of the production is compressed at a TUSK operated compression facility commissioned in 2001. 
This property is part of a successful joint venture agreement with Keyano Pimee Exploration Company Led. 
a private company wholly-owned by the Saddle Lake and Whitefish Lake First Nations. TUSK has a 50% 
interest in the joint venture. 
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Sales gas volumes, net to TUSK, have grown from an average of 620 Mcfd in 2000 to 2,580 Mcfd in 2001 
and 2,725 Mcfd in 2002. Saddle Lake represented 25% of total corporate production during the 2002 fiscal 
year. Three new gas wells were drilled and tied-in during the summer months. An additional three gas wells, 
drilled in December 2002, will be tied-in during the second quarter of 2003. Saddle Lake accounted for 25% 
of the Company’s total average production during the 2002 fiscal year. 


The gas reserves here occur at shallow depths — typically about 700 metres or less. The area contains multiple 
prospective zones including the Clearwater, Sparky, Colony and Viking. During the summer of 2002 TUSK 
made a significant new pool discovery encountering a thick Sparky sand and six other gas bearing sands in 
a single well. That well is currently producing at 2,371 Mcfd gross (1,185 Mcfd net) from two of the zones. 
The Company has a database of 234 kilometres of 2-D seismic to assist in the delineation of additional 
prospects on the Saddle Lake First Nation. Additional drilling is expected during the 2003 fiscal year. 


Whitefish Lake 


At Whitefish Lake, approximately 32 kilometres (20 miles) to the north of Saddle Lake, TUSK owns a 50% 
interest in four producing and one shut-in gas well through the Keyano Pimee joint venture. The property, 
mostly contained within the boundaries of the Whitefish Lake First Nation, includes over 16 sections 
(10,735 gross acres, 5,368 net acres) of prospective undeveloped land. — 


The producing wells produce through a TUSK operated compression facility commissioned during the 
second quarter of 2002. Whitefish Lake represented 9% of total corporate production during 2002. 


Sales volumes, net to TUSK, average 835 Mcfd in 2002 (1,425 Mcfd since the startup of the compression 
facility in May). Three gas wells drilled prior to 2002 and one well drilled in the third quarter were tied-in 
during the second and third quarters. The non-producing well was drilled on Crown lands in December in 
partnership with Keyano Pimee. Both this well and an additional gas well drilled on Whitefish First Nation 
land in the first quarter of 2003 will be tied-in during the second quarter of 2003. 


Gas reserves at Whitefish Lake are shallow and occur at depths of approximately 600 metres. The area 
contains multiple prospective zones including the Viking, Colony, Clearwater and Wabiskaw. TUSK has a 
2-D seismic database of 86 kilometres on which it has identified six additional drilling locations. TUSK is 
working on prospect development both on and off of the Whitefish Lake First Nation and additional drilling 
is expected during the 2003 fiscal year. 

Peace River Arch Gas Prospects _ 


TUSK participated for 17% ina Kiskatinaw gas discovery at Shane during the first half of 2001. The well, 
which commenced production during the fourth quarter of 2001 averaged approximately 10 MMcfd of 
natural gas production during 2002. The gas is liquids rich, containing 37 barrels of NGL per MMcf of gas. 
TUSK net average production of 319 boepd from Shane during 2002 accounted for 14% of total average 
corporate production during the year. 


In November 2002 TUSK participated for 35% in a successful offset to the discovery well. Subsequent to the 
end of the fiscal year the Shane wells were pooled with TUSK getting a 28% working interest in both wells. 
These wells produce at a combined gross rate in excess of 25 MMcfd with approximately 875 bpd of NGL 
(>1,400 boepd net). The Shane Pool is subject to competitive drainage with two 3rd party wells currently 
producing from the same reservoir. If this situation continues production can be expected to decline at 
approximately 50% ‘prior to the end of 2003. 


TUSK has developed a number of other prospects in the Peace River Arch area. Only one of these was drilled 
during the 2002 fiscal year. It resulted in the 100% owned new pool gas discovery shown on the cover of the 
2002 Annual Report. TUSK has various interests in or has options on 25 sections of petroleum and natural 
gas rights and a seismic database of approximately 200 kilometres in the immediate area of the discovery. 
TUSK expects to undertake a vigorous development program on these lands in 2003. 
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Hartaven 


The Hartaven property, located in southeast Saskatchewan approximately 130 kilometres (80 miles) 
southeast of Regina, was the Company’s primary oil producing property during 2002. Work on this property 
began during the second quarter of 2001 when the workover of an existing well suggested potential for 
increased production. During the last half of 2001 a total of eight vertical and two horizontal wells were 
drilled to develop oil production in both the Frobisher and Kisbey zones. During 2002 TUSK participated in 
10 wells (two vertical oil wells, one water disposal well, seven horizontal oil wells). 


Net production at Hartaven has increased from an average of 10 bopd in 2000 to 144 bopd in 2001 and 
802 bopd in 2002. Net production as of the end of the 2002 fiscal year was approximately 900 bopd. 
Hartaven represented 40% of TUSK’s net production during the 2002 fiscal year. 


Almost all of the wells were drilled on a tract where TUSK has interests of 35-50% in 2,004 acres of 
petroleum rights operated by a third party. Late in the year TUSK acquired 100% of the rights to an 
additional 160 acres in the immediate area and in December a 100% owned vertical oil well-was drilled. Up 
to 12 additional wells are expected to be drilled during the 2003 fiscal year including two 100% horizontal 
wells. After the year end TUSK purchased a 50% working interest in five additional quarter sections and 
participated in the drilling of a successful vertical oil well. 


Production 


Approximately 88% of the Company’s production during the 2002 fiscal year came from three properties in 
Alberta and one in Saskatchewan. The most significant of these, on a percentage growth basis, was the 
Hartaven, Saskatchewan oil property which produced 40% of total production in 2002 compared to 14% 
in the previous year. Gas production at Shane increased from 5% of total boe production during 2001 to 
14% in 2002. Shallow gas production at Whitefish Lake, which was not producing in 2001, represented 9% 
of total production. Total shallow gas production at Saddle Lake increased by 22% in 2002 to average 
3,406 Mcfd (25% of total boe production) compared to 2,796 Mcfd (43% of total boe production) in 2001. 


Production has grown steadily over the past several years as shown on the production graph. Average 
production for the year was 1,034 bopd and 6,063 Mcfd (2,045 boepd), a 98% increase over the production 
levels of 2001 with a 61% increase in gas production and a 156% increase in oil production. 


Production Summary Reserves Value Average Daily 
. 2,045 
(proven + 50% probable, 10% DFC) Production 
(boepd) 
1,031 
ego “3° 711 
607 ae) 
@ Heavy Oil 1% @ Saddle Lake 20% New Gas 8% ey 
@ Light/Medium Oil 49% © Hartaven 20% © Strachan 3% 
@ Gas 50% @ Meekwap 17% @ ARTC 3% See 
@ Shane 15% @ Other Production 5% 


@ Whitefish 9% 
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Reserves and Future Net Revenue 


TUSK's reserves were evaluated at January 1, 2003 in a report (the "TUSK Report") prepared by Chapman 
Petroleum Engineering Ltd., an independent reservoir engineering firm. 


Established reserves additions (proven plus 50% of probable) of crude oil and NGL, before considering 
production during the year, were 23% of 2001 reserves. On the same basis, established reserves of natural 
gas were up 8%. Established boe additions, before deducting production, were 14% higher. 


Proven reserves at the end of 2002 were 81% of established reserves - up from 73% for the previous year. 
Adjustments to oil reserves include some proven reserves being reclassified as probable at Meekwap. The 
revisions to probable reserves of natural gas, which relate primarily to the Strachan property, reflect the risk 
associated with the probable reserve category. 


The reserve volumes and values shown in the tables are based on escalated price and cost assumptions as of 
January 1, 2003. 


NOTE: The Following Tables do not include any of the reserves of Del Roca which were acquired 
subsequent to year end 2002. See "Information Concerning Del Roca" elsewhere in this report. 


Estimated Reserves of Crude Oil and Natural Gas 


Crude Oil Natural Gas 
& NGLs (Mbbls) (MMcf) 

Gross Net Gross Net 

Proven Developed Producing 1,760 1,348 12,918 9,814 
Proven Developed Non-Producing 6 5 3,592 2,936 
Proven Undeveloped 185 134 99 78 
Total Proven 1,951 1,487 16,609 12,828 
Probable (risked at 50%) 405 280 3,987 3,065 
Total 2,356 1,767 20,596 15,893 


Gross reserves are the Company's share of reserves and net reserves are gross reserves after deduction for 
crown, freehold and other royalties. Volumes may not add due to rounding. 


Discounted Value of Estimated Future Net Revenue before Income Taxes 


Discounted at 


Undiscounted 10% 15% 20% 

(000s) (000s) (000s) (000s) 

Proven Developed Producing $ 73,399 $2 51,992 $ 46,348 $$ 42,150 
Proven Developed Non-Producing 9,226 6,298 5,484 4,879 
Proven Undeveloped 3,823 2355 1,928 1,613 
Total Proven 86,448 60,645 53,760 48,642 
Probable (50%) 17,089 9,448 (et Qh 6,470 


$ 103,537 $ $ 61,461 $ 55,112 
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Reserve Reconciliation (Before Royalties) 


The following table provides the changes in TUSK's gross reserves based on escalated price and cost 
assumptions since January 1, 2002. 


December 31, 2002 1,951 16,609 4,719 2,358 20,596 5,791 


Reserve additions from drilling were 2.7 times 2002 production volumes. 


i 
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Probables Probables 
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Reserve Life Index (Years) 


December 31, 2002 


Crude Oil & NGLs 
Natural Gas 
BOEs 


Reserve Replacement Ratio 


December 31, 2002 


Crude Oil & NGLs 
Natural Gas 
BOEs 


Finding and On-Stream Costs 


Finding Costs 
Land 
Seismic and Other Exploration Costs 
Drilling & Completion 


Well Equipment & Production 
Facilities 


11,374,270 


Year Ended 
Dec. 31 
2002 

($) 


1,164,697 


2,298,099 
7,911,474 


3,048,069 


Proven 
a2 
eS 
6.3 


Proven 
Dri 
3.0 
2.6 


Proven & 
50% of 


Probables 
6.2 
9.3 
7.8 


Proven & 
50% of 
Probables 
BLP 

2.33 

Pant 


Year Ended Year Ended Year Ended Year Ended 


Dec. 31 
2001 
($) 


d 9815916 
2,419;985 
4,693,569 
8,795,070 


3,382,045 


Dec. 31 
2000 
($) 


J £51365 
1,454,085 1,277,498 


Dec. 31 
1999 
($) 


494,518 


Dec. 31 
1998 
($) 


807,132 
130,759 


3,233,030) 2,192, 20 2 (O04 152 


5,838,980 3,964,217 3,642,043 


696,365 


490,066 


588,348 


Total 14,422,339 12,177,115 6,535,345 4,454,283 4,230,391 


Costs Per BOE 

Finding 

Proven 

Proven Plus 1/2 Probable 
On-Stream 

Proven 

Proven Plus 1/2 Probable 


10 


5.94 
5.61 


gOS 
UA 


SSO, 
3162 


7.61 
athe: 


LOFT 
LOSS 


AO 
dEIRG2 


2.65 
2.09 


BBE 
205 


4.18 
ab (fal 


4.86 
1.98 


Finding and on-stream costs increased significantly in 2001 and 2000, mainly due to an increased 
exploration focus with dramatic increases in our undeveloped land base and seismic and other exploration 
costs which may relate to future reserve additions. In 2001, equipping and production facility costs 
increased due to the construction of the gas compressor facility at Saddle Lake and plant & production 


facilities at Shane. 


Asset Value Per Common Share 


December 31, 2002 
($ except Share Information) 


Assets 
Working Capital (Deficiency) GS (al spaaleyal) 
Proved and Probable Reserves (Risked at 50%) — (Escalated Pricing) 

(per TUSK Reserve Report @10% DCF BTAX) 
Established Reserves 70,092,000 
Undeveloped Land (62,861 net acres @$75/Acre) a | Abr fales Blais 
Other Assets, Net 826,246 


74,350,640 


Liabilities 

Bank Indebtedness (12,200,000) 
Obligations Under Capital Lease (796,997) 
Future Site Restoration Provision (418,462) 


Net Asset Value 
Common Shares Outstanding December 31, 2002 
NAV per Common Share °) 


(1) net of acreage associated with risked prospects 
(2) see also “Information Concerning Del Roca” 


Summary of Information per BOE 


$60,935,181 
dif, 61357 14 


$3.46 


Year Ended Year Ended 

December 31 December 31 

2002 2001 

($) ($) 

Gross Revenue 29.63 PETE TES: 
Royalties, Net of ARTC 6.90 4.74 
Net Revenue BUSS 22.99 
Operating Expense Bsiss 5 
Net Operating Revenue A).S15) 17.47 
General & Administrative ALS 2.40 
Interest Expense HROZ. als oah 
Current Income Taxes 0.01 0.27 
Cash Flow per boe 16.45 13.09 
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DEL ROCA ACQUISITION 


| information Concerning Del Roca 


TUSK acquired all of the common shares of 
_ Del Roca Energy Ltd. ("Del Roca") effective 


__ January 28, 2003 pursuant to a takeover bid 


"made in late December. With the purchase, — 


TUSK added approximately 600 boepd of 
Incremental production (50% oil, 50% gas). 


oe The summary information included in this 


o report is for information purposes only. None 


a : : of the production 0 or fancal information of 


| Del Roca i is ‘included elsewhere in. this 


ae _ Teper. The financial a of Del Roca 


ee for the: year ended December 34, 2002 were 


: , a audited, 


TL.c-# 


Reserves and Future Net Revenue 

Del Roca’s reserves were evaluated for Del Roca prior to the closing of the takeover bid by Chapman 
Petroleum Engineering Ltd., an independent reservoir engineering firm, in a report (the “Del Roca Report”) 
made effective as of January 1, 2003. The same engineering firm prepared the TUSK Report. 


The present worth before income taxes of the proven plus 1/2 probable reserves of Del Roca at a 10% 
discount factor is $30.5 million. The Del Roca Report identified proven reserves of 1,043 Mbbls of oil and 
NGL’ and 6.5 Bef of natural gas. Established reserves (proven plus 1/2 probable) were estimated as 1,370 
Mbbls of oil and NGUs and 8.3 Bef of natural gas. 


TUSK/Del Roca Pro Forma 


The following tables show the aggregate estimated reserves and the aggregate discounted present worth value 
for such reserves, effective as of January 1, 2003 for Del Roca and TUSK combined. The reserve volumes 
and values are based upon escalated price and cost assumptions as of January 1, 2003. 


Estimates Reserves of Crude Oil and Natural Gas 


Crude Oil Natural Gas 
& NGLs (Mbbis) (MMcf) 

Gross Net Gross Net 

Proven Developed Producing 2,803 2,267 19,108 14,739 
Proven Developed Non-Producing 6 5 S02 3,049 
Proven Undeveloped 185 134 265 221 
Total Proven 23,105 18,009 
Probable (risked at 50%) ess 564 iS) iks38) 4,499 
Total 3,726 2,970 28,890 22,508 


Gross reserves are the aggregate of TUSK and Del Roca reserves and net reserves are gross reserves after 
deduction for crown, freehold and other royalties. 


Discounted Value of Estimated Future Net Revenue before Income Taxes 


Discounted at 


Undiscounted 10% 15% 20% 

(000s) (000s) (000s) (000s) 

Proven Developed Producing $105,787 $69,347 $60,854 $54,721 
Proven Developed Non-Producing 9,567 6,580 5,743 5), alalss} 
Proven Undeveloped 4,284 2592 2,074 th (2XS) 
Total Proven 119,698 78,479 68,671 61,565 
Probable (50%) 25,780 13/228 10;395 8,447 


$ 145,478 $ 91,707 $ 79,066 $ 70,012 
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Reserve Life Index 


The reserve life index of the proven reserves of Del Roca was 8 years for proven (10 years for established) 
oil reserves and 13 years for proven (16 years for established) gas reserves as of January 1, 2003. The reserve 
life on a boe basis was 10 years for proven and 13 for established reserves. 


Equity 


TUSK issued 2.8 million common shares to shareholders of Del Roca upon the closing of the takeover bid 
on January 28, 2003. 


Asset Value Per Common Share 


The acquisition of Del Roca has the effect of increasing the asset value of TUSK by approximately $0.13 per 
common share after considering the issue of additional shares to former Del Roca shareholders. Pro forma 
asset value, after consideration of the additional shares issued upon the close of the Del Roca acquisition is 
$3.59 per common share. 


Tax Pools 


The income tax pools of Del Roca were estimated to be $11,341,000 for the year ended December 31, 2002. 
The pools consist of $824,000 of CEE, $1,585,000 of CDE, $5,020,000 of COGPE, $3,563,000 of UCC 
and $349,000 of Other. 


Del Roca Properties 


The following outlines Del Roca properties representing approximately 60% of the total production 
(600 boepd) acquired when the takeover bid closed. 


Columbia 


Del Roca has an average of 27% working interest in approximately 11,000 gross acres of land located 
175 kilometres (109 miles) southwest of Edmonton, Alberta. Current production to TUSK is 600 Mefd of 
natural gas and 20 bpd of natural gas liquids (120 boepd). This production is from the Viking and Cardium 
formations at depths of 3,100 metres and 2,700 metres respectively. Production from this property is 
characterized by shallow decline rates of less than 10%. Development drilling opportunities are being 
evaluated for inclusion in the 2003 capital program. Columbia represents approximately 3% of TUSK’s total 
production as of the date of this report. 


Pembina 


Included in Del Roca are interests averaging 66% in 7,200 gross acres and three unitized properties in the 
Pembina area 80 kilometres (50 miles) southwest of Edmonton, Alberta. This area currently produces over 
200 bopd net from the Cardium and Belly River formations. Low decline rates of less than 10% result in 
long life reserves. Development potential for Cardium oil and shallower gas zones is being evaluated and 
planned. Pembina represents approximately 5% of TUSK’s total production as of the date of this report. 
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Oil and Gas Revenues 


Oil and gas revenue, before royalties, for the year ended December 31, 2002 was $22,110,001 compared 
to $10,435,557 for the year ended December 31, 2001, a 112% increase. This was due to a $8.44 per 
barrel increase in the average oil price and a $0.43/Mcf decrease in the price of gas in 2002, and a 98% 


increase in BOE production from 376,314 BOE to 746,264 BOE. 


Year Ended 

December 31 

2002 

Oil and Gas Revenues, Before Royalties $ 22,110,001 
Oil Production (bbls) 377,454 
Oil Price ($/bbl) $ 31.86 
Gas Production (MMcf) DOSS) 
Gas Price ($/Mcf) $ 4.53 
BOE Production 746,264 
BOE per Day 2,045 


Royalties 


Year Ended 
December 31 
2001 
$10,273,714 
147,574 

$ 23.42 
1,372 

$ 4.96 
376,314 
1,032 


Total royalties, net of ARTC, were $5,152,515 ($6.90 per BOE) for the year ended December 31, 2002 
compared to $1,784,440 ($4.74 per BOE) for the year ended December 31, 2001. Royalties increased mainly 
due to the end of royalty holidays for the Shane, Alberta gas well and some of the horizontal oil wells drilled 


at Hartaven, Saskatchewan. Royalty rates increased with commodity prices. 


Year Ended 

December 31 

2002 

($) 

Crown Royalties 2,298,338 
Indian Oil & Gas Canada Royalties 1,249,226 
Freehold Royalties 779,994 
Saskatchewan Freehold Production Tax 502,834 
Gross Overriding Royalties XG AI PAS) 
Sistas} oul 7/ 

Alberta Royalty Tax Credit (201,002) 


Net Royalties 5,152,515 


Year Ended 
December 31 
2001 

($) 

642,573 
910,635 
218,705 
G33 
4135775 
1,894,921 
(110,481) 
1,784,440 


Net Royalties per BOE (6:1) 6.90 
(1) Net royalties represented 23.3% of gross revenues in 2002 compared to 17.1% in 2001. 
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Operating Expenses 


Operating expenses in calendar 2002 were $2,521,492 ($3.38 per BOE) compared to $2,079,338 ($5.52 per 
BOE) in fiscal 2001. Operating costs continue to decline on a BOE basis as the Company achieves economies 
of scale at Hartaven, Saskatchewan and at Shane, Saddle Lake and Whitefish Lake in Alberta — all facilities 
owned by the Company. 


Depletion, Depreciation and Amortization 


Depletion and depreciation was $6,682,100 for the year ended December 31, 2002, which represents a 
provision of $8.95 per BOE of production. For the year ended December 31, 2001, the Company recorded 
a depletion and depreciation provision of $2,837,350 ($7.54 per BOE). Amortization of deferred charges 
was $52,000 for each of the years. The total balance of deferred changes was amortized as of 
December 31, 2002. 


General and Administrative 


Gross general and administrative costs have increased from $1,934,283 in 2001 to $2,595,579 mainly due 
to the hiring of additional exploration personnel and increases in most G&A expense categories with 
increased activity. 


Net General and Administrative 1,398,459 901,651 
Per BOE 1.87 2.40 


Equity 

In August 2002 the Company issued 1,750,000 common shares in a private placement at a price of $1.45 
per common share and purchased 225,000 common shares under normal course issuer bids during the fiscal 
year at a total cost of $378,990. Average cost of the cancelled shares was $1.68. As of December 31, 2002 
there were 17,613,774 common shares issued and outstanding. 


Return on equity was 19% for the year ended December 31, 2002 compared to 10% for the previous period. 


Acquisitions and Divestitures 
The Company sold one minor property in June 2002 for $300,000. 
Effective January 28, 2003 the Company purchased all the common shares of Del Roca Energy Ltd., a public 


oil and gas exploration and development company for $13.9 million. 


Capital Expenditures 
Capital additions, excluding acquisitions and divestitures, for the year ended December 31, 2002 were 
$14,484,788 compared to $12,257,399 for the year ended December 31, 2001. 
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Year Ended Year Ended 


December 31 December 31 


2002 2001 

($) ($) 

Land 1,164,697 1,981,516 
Seismic & Exploration 2,298,099 2,119,985 
Drilling & Completion 7,911,474 4,693,569 
Facilities 3,048,069 3,382,045 
Corporate 62,449 80,284 
Total 14,484,788 12,257,399 


Liquidity and Capital Resources 
TUSK had a working capital deficiency, before bank indebtedness of $1,282,181 at December 31, 2002. 


The Company has a financing arrangement with a Canadian financial institution whereby the Company was 
provided a $20.0 million revolving production loan of which $12,200,000 was drawn at December 31, 
2002. Subsequent to December 31, 2002 and coincident with the purchase of Del Roca Energy Ltd., the 
credit facility was revised to a revolving loan in the amount of $31,500,000 with monthly principal 
repayment of $750,000 to commence March 1, 2004. 


Business Risks 


The marketability and price of products owned or that may be acquired or discovered by TUSK will be 
affected by numerous factors beyond-the-Company's-control, TUSK must compete in all aspects of its 
operations with a number of other corporations that have equal or greater technical or financial resources. 
The ability of the Company to market its natural gas may depend on its ability to acquire space in pipelines 
that deliver natural gas to commercial markets. The Company is also subject to market fluctuations in the 
prices of products, exchange rates, uncertainties related to the proximity of its reserves to pipelines and 
processing facilities and extensive government regulation. 


Costless Collars & Puts 


The Company entered into several short term arrangements impacting the selling price of part of its oil and 
natural gas production applicable to the 2002 fiscal year. These agreements included both costless collars and 
floor price arrangements. The Company realized a net gain of $659,260 (compared to a net loss of $250,907 
in 2001) on its oil and natural gas risk management program. Additional information with respect to similar 
arrangements applicable to the 2003 fiscal year are included in Note 11 to the Financial Statements. 


Share Trading Information 


2002 

Full Fourth Third Second First 

Year Quarter Quarter Quarter Quarter 

High ($/share) ORS 278 1.85 1.55 1.39 
Low ($/share) 0.84 1.69 1.35 1220 0.84 
Close ($/share) 2.44 2.44 1.53 1.46 1.25 
Volume 6,483,568 2,766,776 960,911 1,373,166 1,382,715 
Value ($) 10,789,574 5,913,856 1,485,792 1,827,034 1,562,892 
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Quarterly Data (unaudited) 


A quarterly summary of the key financial results reported in the 12 months ending December 31, 2002 


are as follows: 


Fourth 
Quarter 
($) 

Oil & Gas Revenue, 
Net of Royalties 55S 314 
Net Income (Loss) 1,304,811 
Net Income (Loss) Per Share 0.08 
Cash Flow 4,184,411 
Cash Flow Per Share 0.24 
Annualized Cash Flow 0.96 
BOEs per Day (6:1) 2,390 


Income Tax Pools (unaudited) 


Third 
Quarter 


($) 


4,533,260 
1,122,081 
0.07 
3,483,681 
0.21 

0.84 
2232 


Second First 
Quarter Quarter 
($) ($) 

SHS, 201 3,063,555 
641,220 486,919 
0.04 0.03 
2,536,920 2,063,119 
0.16 0.13 

0.64 0.52 
1,860 AL ALD 


The consolidated income tax pools for the Company and its subsidiaries estimated as of 


December 31, 2002 are as follows: 


Canadian Exploration Expense 3,682,000 
Canadian Development Expense 2,617,000 
Canadian Oil & Gas Property Expense 2,771,000 


Mining Depletion 30,000 
Foreign Exploration and Development 272,000 
Undepreciated Capital Costs 4,936,000 
Business Losses 4,000 
Share Issue Expenses 604,000 


14,916,000 


Based on the Company’s budgeted capital 
expenditures and budgeted revenue and expenses, 
the Company does not expect to be taxable 


in 2003. 


Net Earnings 
($MM) 


3.6 


1.4 


1.0 


0.4 


93°99) 00) 0 02 


Net Earnings 


per share 
($) 
0.22 
0.09 
0.8 
0.6 
0.4 


Sis) Se) CO) Oil 2 
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MANAGEMENT’S REPORT 


The financial statements are the responsibility of the management of TUSK Energy Inc. They have been 
prepared in accordance with generally accepted accounting principles, using management's best estimates 
and judgements, where appropriate. 


Management is responsible for the reliability and integrity of the financial statements, the notes to the 
financial statements, and other financial information contained in this report. In the preparation of these 
statements, estimates are sometimes necessary because a precise determination of certain assets and liabilities 
is dependent on future events. Management believes such estimates have been based on careful judgements 
and have been properly reflected in the accompanying financial statements. 


Management is also responsible for maintaining a system of internal control designed to provide reasonable 
assurance that assets are safeguarded and that accounting systems provide timely, accurate and reliable 
financial information. 


The board of directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal control. The board is assisted in exercising its responsibilities through the audit 
committee of the board, which includes three non-management directors. The audit committee meets 
periodically with management and the auditors to satisfy approval of the financial statements to the board. 


KPMG LLP, the independent auditors appointed by the shareholders, have audited the Company's financial 
statements in accordance with generally accepted auditing standards and their report follows. The 
independent auditors have full and unrestricted access to the audit committee to discuss their audit and their 
related findings as to the integrity of the financial reporting process. 


MMi k hao 


Norman W. Holton Gordon K. Case 
President and Vice President and 
Chief Executive Officer Chief Financial Officer 


March 20, 2003 


AUDITORS’ REPORT 


To the Shareholders of TUSK Energy Inc. 


We have audited the consolidated balance sheets of TUSK Energy Inc. as at December 31, 2002 and 2001 
and the consolidated statements of operations and retained earnings and cash flows for the years then ended. 
These financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company at December 31, 2002 and 2001 and the results of its operations and its cash flows 
for the years then ended in accordance with Canadian generally accepted accounting principles. 


«png 


KPMG, LLP 
Chartered Accountants 
Calgary, Canada 
March 7, 2003 
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CONSOLIDATED BALANCE SHEETS 


ASSETS 


Current Assets 


Cash 

Accounts Receivable 

Loans to Officers and Directors (Note 2) 
Prepaid Expenses and Deposits 


Loans to Officers and Directors (Note 2) 
Investment (Note 3) 
Deferred Charges 


Capital Assets (Note 5 


LIABILITIES AND SHAREHOLDERS' EQUITY 


Current Liabilities’ 
Accounts Payable 
Bank Indebtedness (Note 6) 
Current Portion of Obligations Under Capital Lease (Note 7 


Bank Indebtedness (Note 6 

Obligations Under Capital Lease (Note 7 
Future Site Restoration 

Future Income Taxes (Note 9 


Shareholders’ Equity 
Capital Stock (Note 8) 


Retained Earnings 


December 31 


2001 
($) 


17,586 
2,203,978 


HATA 


BYR YEE, 
S32 oad 
826,246 

52,000 
SOS 0IG0S9 


40,401,035 


3,456,022 


63,506 


SOLIS 


13,850,000 


sy (abbas) 


Commitments and Contingencies (Note 10 
Subsequent Event (Note 13 


See Accompanying Notes 


Approved on Behalf of the Board: 


333,462 


9,448,875 


10,516,024 
Z50Z,030 


12,878,055 


40,401,035 


Wihbbr— 


Norman W. Holton, Director 


(fRease loser 


James E. Lawson, Director 
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CONSOLIDATED STATEMENT OF 
OPERATIONS AND RETAINED EARNINGS 


Revenue 


Oil and Gas Revenues, Net 


Expenses 


Oil and Gas Operating 
Interest on Debt 


Provisions for Future Site Restorations 


General and Administrative 


Depreciation, Depletion and Amortization 


Net Income for the Year Before Taxes 


Current Income Taxes (Note 9) 


Future Income Taxes (Note 9) 


Net Income For the Year 

Retained Earnings, Beginning of Year 
Adjustment For Share Redemption 

Retained Earnings, End of Year 

Net Income per Share (Note 12) 
Basic 
Diluted 


See Accompanying Notes 
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For the 

Year Ended 
December 31 
2001 


($) 


8,651,117 


POTS) SEIS) 
642,363 
50,400 
901,651 
2,889,350 
6,563,102 
2,088,015 


102,826 
693,000 


195,826 
12927189 
1,648,842 

579,000 


27302,05 


0.09 


0.09 


ol 78 ake 


Operating Activities 


Operations: 
Net Income 
Add: 
Items not Requiring Cash 
— Provision for Future Site Restorations 
— Depreciation, Depletion and Amortization 
— Future Income Taxes 


Funds from Operations 


Change in Non-cash Working Capital 


Financing Activities 


Issue of Capital Stock 

Share Issue Costs 

Repurchase of Common Shares 
Bank Indebtedness 

Obligations Under Capital Lease 
Loans to Officers and Directors 


Investing Activities 
Oil and Gas Properties 
Proceeds on Sales of Oil and Gas Properties 
Acquisition of Subsidiary, Net of Cash Acquired 
Investments 


Furniture and Equipment 
Change in Non-Cash Working Capital 


Increase in Cash During the Year 

Cash: Beginning of Year 

Cash: End of Year 

Funds from Operations per Share (Note 12) 
Basic 
Diluted 

Cash Expended on Interest 

Cash Expended on Taxes 


See Accompanying Notes 


CONSOLIDATED STATEMENTS OF 
CASH FLOWS 


For the 
Year Ended 


December 31 


2001 
(S) 


E292 ,1S9 


50,400 
2,889,350 
693,000 


4,924,939 
947,058 


Ole ION 


3,428,000 
(112,717) 
(1,936,742) 

5,600,000 

434,621 


7,413,162 


(12,177,115) 
870,745 
(2,953,904) 
(600,000) 
(80,284) 
1,655,728 


13,284,830 


329 
GE 2OM 


17,586 


0.34 


0133 


636,320 


6,691 
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ss NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 
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: eS 


ee a ia Significant Accounting Policies 


These consolidated financial statements include the accounts of the Company's wholly-owned subsidiaries, 
Auburn Energy Ltd. and TUSK Energy (SK Production) Inc. 


ny follows the full cost method of accounting in accordance with the guidelines issued by the 
of Chartered Accountants, whereby all costs associated with the exploration for and 


r¢ Company's activities. Such costs include land acquisitions, ‘drilling and geological oa 
ses related to exploration and development activities. Gains or losses are not recognized 
| and gas properties unless crediting the proceeds against accumulated costs would 
t ge in the rate of depletion. 


> cost centre, plus a provision for future development costs of proved undeveloped 
using the unit-of-production method, based on estimated proven oil and gas 
ermined by independent consulting engineers. For purposes of the 
gas reserves are converted to a common ae or measure on ya basis of 


fen oil and gas reserves, based on year-end Sine and cpa and Anee ii hes 
Ee and administrative expenses, future abandonment and site restoration costs, 


ally al ior the Company's oil and gas activities are conducted jointly with others. The accounts 
2 pune $ proportionate interest in such activities. 


Ts Cc 


g) Income Taxes: 


The Company follows the liability method of accounting for income taxes. Under this method, future income 
tax assets and liabilities are determined based on differences between the financial reporting and tax 
bases of assets and liabilities, and measured using the current enacted tax rates in effect. 


h) Stock Options: 


The Company accounts for its stock based compensation plan using the intrinsic-value method. Under this 
method, no expense is recognized in the financial statements for share options granted to employees or 
directors when the option are issued at market value. Consideration paid by directors, officers and 
employees on the exercise of stock options under the stock option plan is recorded as share capital. 


l) Revenue Recognition: 


Revenues from the sale of petroleum and natural gas are recorded when title passes to an external party. 


Loans Due from Officers and Directors 


In 2000 the Company loaned $832,511 to certain officers and directors to purchase common shares of the 
Company in a market transaction at a price of $0.85 per share. The loans are for a term of three years beginning 
April 10, 2000, bear interest at a rate of 5% per annum and are secured by the purchased shares. Under the 
terms of the lending agreement, if the loan becomes due and the sale of the purchase shares is not sufficient 
to repay the loans and any accrued interest, the borrower must pay the shortfall. During the year $357,205 of 
the loans were repaid and subsequent to December 31, 2002 the balance of the loans were repaid. 


Investment 


The Company has invested a total of $226,246 in common shares of Loon Energy Inc. ("Loon"), an oil and gas 
company which is listed on the Canadian Venture Exchange and $600,000, in the form of a convertible 
subordinated debenture due July 27, 2003 bearing interest at 2% above the Company's bank's prime lending 
rate. The debenture is convertible at 10 common shares for $1 of debenture. One officer and director of the 
Company is an officer and director of Loon. Fair value of the common shares and the debenture approximates 
their carrying value. 


Acquisition of Spirit Energy Ltd. 


On April 13, 2001 the Company acquired all of the issued and outstanding shares of Spirit Energy Ltd., a private 
company engaged in the exploration for and production of natural gas and crude oil in Western Canada. 


The acquisition has been accounted for by the purchase method of accounting as follows: 


Consideration given $ 
Cash 3,468,300 
Transaction Costs 40,463 
Total Cash Consideration 3,508,763 


Allocation of Purchase Price 


Capital Assets 4,602,092 
Future Income Taxes (1,410,626) 
Net Capital Assets 3,191,466 
Working Capital 317,297 

3,508,763 


———————————eeeeeeeeeEy LL  __ss_._._._____|_| | nn ——————————— 


TUSK Energy Inc. 25 


5. 


26 


Capital Assets 


December 31, 2002 
Accumulated 


Depletion 
and Net Book 
Cost Depreciation Value 
($) ($) ($) 
Oil and Gas Properties 65,985,144 22,285,932 43,699,212 
Furniture and Equipment 463,938 262,923 201,015 


66,449,082 22,548,855 43,900,227 


December 31, 2001 
Accumulated 


Depletion 
and Net Book 
a a a CaO ee ee 
($) ($) ($) 
Oil and Gas Properties 51,862,805 15,665,932 36,196,873 
Furniture and Equipment 401,489 200,823 200,666 


527264,29415,866, (55 | 36,397,539 


During the year administrative overhead expenditures of $779,000 (2001 — $544,000) directly related to the 
acquisition, exploration and development of petroleum and natural gas reserves have been capitalized. No 
interest has been capitalized to oil and gas properties in either of the years ended December 31, 2002 or 2001. 
The depletion calculation has excluded unproved properties of $2,500,000 (2001 — $2,133,000). 


As at December 31, 2002, the estimated future site restoration costs to be accrued over the remaining proved 
reserves are $543,000 (2001 — $511,000). 


Bank Indebtedness 


Bank indebtedness is a revolving loan in the amount of $20,000,000 and bears interest at the bank’s prime 
lending rate plus 0.125%. At December 31, 2002 the bank’s prime lending rate was 4.50%. The loan is secured 
by a $40,000,000 floating charge debenture over the majority of the assets of the Company and a general 
security agreement covering all present property of the Company. The terms of the credit facility call for monthly 
principal repayments of $600,000 to commence on March 1, 2003. Subsequent to December 31, 2002 and 
the purchase of Del Roca Energy Ltd., the Company negotiated a revision to the credit facility to a revolving loan 
in the amount of $31,500,000 with monthly principal repayments of $750,000 to commence March 1, 2004, 
bearing interest at the bank’s prime lending rate plus 0.25%. 


Obligations Under Capital Lease 


Leases relating to gas compression and other equipment, having initial costs totalling $1,235,600 have been 
classified as capital leases and are included in capital assets. The capital lease obligations have implicit 
interest rates of 5.78% to 8.50% and are repayable as follows: 2003 — $249,900, 2004 — $274,866, 2005 — 
$210,487, 2006 — $254,346 and 2007 — $57,297. 


Capital Stock 


The Company has authorized capital of: 

— an unlimited number of common shares without nominal or par value. 

— an unlimited number of first and second preferred shares issuable in series with rights, privileges and 
conditions to be determined by the Board of Directors. 


2002 Annual Report 


= TAT” 


b) 


Issued 


fo) 


d) 


e) 


Common shares were issued as follows: 


December 31, 2002 December 31, 2001 
Number Amount Number Amount 
($) ($) 
Balance Beginning of Year 15,953,774 10,516,024 14,599,430 9,991,483 
Issued for Cash: 
Exercise of Stock Options 135,000 148,500 40,000 28,000 
Issuance of Common Shares 1,750,000 2531000 — - 
Issuance of Flow-Through 
Common Shares - -— 3,400,000 3,400,000 
Less: Tax Effect of 
Flow -Through Shares - — — (1,483,000) 
Repurchased under Normal 
Course Issuer Bid (225,000) (164,990) (523,000) (348,620) 
Repurchased under Exempt 
Issuer Bids = = (1,562,656) (1,009,122) 


AL SMLSS aE SLE OSOeyeh aie Sisk 74 GO aAS 7/41 
Less: Share Issue Expenses, 


Net of Tax Effect - (34,138) - (62,717) 
Balance End of Year AWAOLS Nii 4a O02 890m D953, til 40516024. 


f 
Normal éourse Issuer Bid: 


Under a Normal Course Issuer bid, the Company received approval in February 2002 to purchase up to 
1,363,500 of its outstanding common shares until February 10, 2003. A total of 225,000 common shares 
at a cost of $378,990 were purchased under the plan in 2002 and a total of 264,900 shares at a cost of 
$714,058 were purchased for the period January 1, 2003 to February 10, 2003. 


Under a Normal Course Issuer Bid, the Company received approval in February 2001 to purchase up to 
1,257,000 of its outstanding common shares until February 10, 2002. A total of 478,000 shares at a cost 
of $395,210 were purchased under the plan in 2001. 


The Company received approval in February, 2003 to purchase up to 1,636,675 of its outstanding common 
shares until February 10, 2003. 


Subsequent to December 31, 2002 the Company has acquired 81,200 common shares at a cost of 
$227,894 until March 7, 2003 under the issuer bid approved February 2003. 


Exempt Issuer Bids 


On March 7, 2001, the Company acquired 512,000 common shares from an arm’s length party. Total 
consideration was $358,400 or $0.70 per share. 


On December 10, 2001 the Company acquired 1,050,656 common shares from two arm’s length parties. 
Total consideration was $1,155,722 or $1.10 per share. 


Stock Options 


Effective January 1, 2002, the Company prospectively adopted the new recommendation of the CICA with 
respect to the accounting for stock based compensation. In accordance with the new standards, the 
Company elected to continue its policy that no compensation is recorded on the grant of employee stock 
options and consideration paid on the exercise of such options is recorded as share capital. In addition, 
the new standard requires a pro forma disclosure of the fair value based method of accounting for other 
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stock based payments. The estimated fair value of stock options issued was determined using the Black- 
Scholes option pricing model assuming a risk free interest rate of 5%, volatility of 56% and are exercisable 
immediately. Had compensation cost for the Company’s stock based compensation been determined 
based on the fair value at the grant dates after January 1, 2002 the Company’s net income would have a 
charge of $12,000 and earnings per share would have been the same as that reported. 


Stock options, entitling the holder to purchase shares from the Company, have been granted to directors, 
officers and certain employees of the Company. The stock options vest and are exercisable immediately 
following the grant of the options. 


A summary of the status of the Company’s stock option plan as of December 31, 2002 and 2001, and 
changes during the years ending on those dates is presented below. 


2002 2001 

Weighted Weighted 

Average Average 

Exercise Exercise 

Options Price ($) Options Price ($) 

Outstanding at beginning of. year 2,000,000 0.86 1,995,000 0.85 
Granted 170,000 1.78 250,000 1.00 
Exercised (135,000) 1.10 (40,000) 0.70 
Expired/Cancelled 40,000 1.19 205,000 0.96 
Outstanding and exercisable at end of year 1,995,000 0.92 2,000,000 0.86 
The following table summarizes information regarding stock options outstanding at December 31, 2002: 
Weighted 

Average 

Remaining 

Exercise Number Contractual 

Options Outstanding Price ($) Outstanding Life 
1.90 130,000 4.9 

1eSS 40,000 4.4 

OL) 548,000 2:5 

0.80 360,000 2.6 

0.90 663,000 Als) 

1.00 240,000 35 

YO) 14,000 Om 

1,995,000 xa 


A Shareholder Protection Rights Plan (the "Rights Plan") was approved at the Annual and Special 
Shareholders Meeting May 29, 2001. The Rights Plan utilizes the mechanism of the Permitted Bid to 
ensure that a person seeking control of the Corporation (an "Acquiring Person") allows shareholders and 
the Board of Directors sufficient time to evaluate the bid. The purpose of the Permitted Bid (a bid which 
provides that shares tendered to the bid will bot be taken up prior to 60 days following the date of the bid) 
is to encourage a potential bidder to avoid the dilutive features of the Rights Plan by making a Permitted 
Bid or by negotiating with the Directors the terms of an offer which is fair to all shareholders. 


If a Take-Over Bid does not qualify as a Permitted Bid the Rights Plan provides that shareholders other than 
the Acquiring Person may purchase shares at a reduced price, thereby diluting the value of the Acquiring 
Person’s shares. 


2002 Annual Report 


oe 


10. 


11. 


Income Taxes 


Income tax expense differs from the amount that would be computed by applying the federal and provincial 
statutory rate of 43.1% (2001 — 43.0%) to income before income taxes. The reasons for the differences are as 
follows: 


Year Ended Year Ended 

December 31 December 31 

2002 2001 

($) ($) 

Expected Income Tax Expense 2,353,500 898,350 
Non-deductible Crown Charges 1,207,300 280,400 
Alberta Royalty Tax Credit (86,600) (47,500) 
Resource Allowance (1,593,000) (562,900) 
Capital Taxes 8,516 102,826 
Change to estimate of recorded Tax Basis 15,800 124,650 
Total Income Tax Expense 1,905,516 795,826 

The components of the future tax liability at December 31, 2002 is as follows: 

Year Ended 

December 31 

2002 
(S$) 
Capital Assets (11,728,075) 
Share Issue Costs : 257,100 
Site Restoration 135,100 
Investment Tax Credits 13,000 


(11,322,875) 


Commitments and Contingencies 


a) The Company entered into an agreement to lease office space for five years beginning February 1, 2003 
for approximately $166,000 per year. A portion of the office space is subleased for approximately 
$120,000 per year. The sublease can be terminated by either party on six months notice. 


b) The Company has been named in a statement of claim, for an unspecified amount, filed by a joint venture 
partner against the Company and the previous operator of the Meekwap East Flank Pool alleging that the 
defendants had failed to account for the joint venture partner’s share of revenues from the east flank 
lands. The amount of the liability, if any, can not be determined at this time. 


Financial Instruments 


The Company’s financial instruments recognized in the balance sheet consist of accounts receivable, accounts 
payable, bank indebtedness and obligations under capital leases. The fair value of these financial instruments 
approximate their carrying amounts due to their short terms to maturity or the indexed rate of interest on the 
bank indebtedness. 
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The Company’s accounts receivable are with customers and joint venture partners in the petroleum and natural 
gas business and are subject to normal credit risks. To mitigate this risk, the Company sells substantially all of 
its production to three primary purchasers under normal industry sale and payment terms. The Company may 
be exposed to certain losses in the event on non-performance by counterparts to commodity price contracts. 
The Company mitigates this risk by entering into transactions with highly rated major financial institutions. 


The Company is party to certain off-balance sheet derivative financial instruments, including crude oil and 
natural gas costless collar and floor price contracts. The Company enters into these contracts for the purpose 
of protecting its future earnings and cash flow from operations from the volatility of crude oil and natural gas 
commodity prices. The costless collar and floor price contracts reduce fluctuations in petroleum and natural gas 
revenues by locking in a floor price and, in the case of collars, also a maximum price. 


The Company has entered into several short-term arrangements for both oil and natural gas. For the year ended 
December 31, 2002, the Company realized a net gain of $659,261 (2001 — a loss of $250,907) on its oil and 
natural gas price risk management. 


No contracts were outstanding at December 31, 2002. Contracts outstanding in respect to financial instruments 
at March 7, 2003 were as follows: 


Pricing Cost/ 
Contract Volume Point Strike Price Premium Term 
Crude Oil: 
Costless Collar 300 WTl $24.00 — 27.70 N/A Jan 041 — Oct 31 
Costless Collar 300 WTI $22.00 — 25.47 N/A Nov 01 — Dec 31 
Costless Collar 300 WTI $22.00 — 27.88 N/A Jan 01 — Dec 31 
Costless Collar 200 WTI $24.00 — 35.00 N/A Apr 01 — Dec 31 
Put Option 300 WTl $22.00 $1.18/bb| Jan 01 — Dec 31 
Put Option 500 WTI $24.00 $0.56/bbl Apr 01 — Dec 31 
Natural Gas: 
Costless Collar 2,000 AECO $4.50 — 7.85 N/A Jan 01 — Mar 31 
Costless Collar 2,000 AECO $4.50 — 7.10 N/A Apr 01 — Dec 31 
Costless Collar 3,000 AECO $5.25 — 7.70 N/A Feb 01 — Mar 31 
Costless Collar 3,000 AECO $5.25 — 7.60 N/A Apr 01 — Dec 31 
Put Option 4,000 AECO $4.50 $0.1575/GJ Feb 01 — Dec 31 
(1) Oil volumes are in barrels per day. Gas volumes are in gigajoules per day. 
(2) Strike price and any cost or premium paid is in US dollars for oil and in Canadian dollars for gas. 
(3) All dates occur in 2003. 
(4) Costless collar strike price indicates the minimum floor and maximum ceiling. 


Transactions entered into after December 31, 2002 are not reflected in the estimated fair market values shown 
below. At December 31, 2002 the estimated fair value of the above financial instrument transactions were as 
follows: 


$ thousands receivable (payable 


30 


Crude oil contracts $ 
Natural gas contracts $ 


(302,151) 
(307,282) 


The above estimated fair values are based on the market value of these instruments as at year-end and 
represent the amounts the Company would receive or pay to terminate the contracts at year-end. 
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Per Share Amounts 
In computing diluted earnings and cash flow from operations per share, 911,476 shares were added to the 
weighted average number of common shares outstanding during the year December 31, 2002 (2001 — 148,677 


shares) for the dilutive effect of employee stock options. No adjustments were required to reported earnings or 
cash flow from operations in computing diluted per share amounts. 


Subsequent Event — Acquisition of Del Roca Energy Ltd. 


On January 29, 2003 the Company acquired all of the issued and outstanding shares of Del Roca Energy Ltd., 
a public company engaged in the exploration for and production of natural gas and crude oil in Western Canada. 


The acquisition has been accounted for by the purchase method of accounting as follows: 


$ 
Consideration given 
Cash 6,551,546 
Transaction Costs 160,000 
Total Cash Consideration 6,711,546 
Non-Cash Issue of 2,800,000 Common Shares @ $2.56 per share 7,168,000 
13,879,546 
Allocation of Purchase Price 
Capital Assets 22,254,887 
Future Income Taxes (S:855571475) 
Future Site Restoration (247,541) 
Net Capital Assets kelsey lay (al 
Working Capital 951,710 
Bank Indebtedness (QZ) 
13,879,546 


TUSK Energy Inc. 31 


Nine Months 


Ended Years Ended 
Years Ended December 31 December 31 March 31 
2002 2001 2000 1999 1998 1997 1996 1995 1994 1994 
Revenue 
Oi! & Gas Revenues, Net 16,957,486 8,651,117 6,805,788 5,086,350 4,103,157 4,633,819 4,065,606 2,277,728 793,672  _ 685,913 
Expenses 
Oil & Gas Operating 2,521,492 2,079,338 2,043,410 1,543,624 1,373,765 1,376,455 1,104,612 613,938 308,334 267,409 
Interest on Long-Term Debt 757,888 642,363 487,087 277,071 271,490 299,508 283,940 190,695 152,710 22,740 
Provision for Site Restoration 85,000 50,400 27,600 42,100 44,997 63,500 67,800 33,500 7,000 8,000 
General & Administrative 1,398,459 901,651 687,669 672,049 474,728 406,279 458,860 270,139 239,757 189,846 
Depreciation and Depletion 6,734,100 2,889,350 1,644,700 1,386,100 1,536,100 5,688,700 1,449,180 636,200 507,500 1,248,650 
Loss on Foreign Exchange - - - 175,000 - - - - - - 
Loss on Disposition of Oil 
and Gas Property : - - - - - - - - 3,590,401 - 
Property Impairment ~ - ~ - 73,080 - - -__ 636,432 
11,496,939 6,563,102 4,890,466 4,095,944 3,701,080 7,907,522 3,364,392 1,744,472 4,805,702 2,373,077 
Income Taxes 1,905,516 795,826 1,006,730 - - - ~ - - - 
Net Income (Loss) 3,555,031 1,292,189 908,592 990,406 = 402,077 (3,273,703) 701,214 533,256 (4,012,030) (1,687,164) 
Cash Flow from Operations 12,268,131 4,924,939 3,544,892 2,418,606 1,983,174 2,551,577 2,218,194 1,202,956 92,871 _205,918 
Balance Sheet 
Working Capital (Deficiency) (1,282,181) (1,226,789) (2,223,265) (44,859) (430,714) (149,368) 613,267 305,893 (167,553) (1,735,206) 
Other Assets 826,246 1,710,757 1,162,757 480,851 145,632 - - - - - 
Capital Assets 43,900,227 36,397,539 23,246,144 11,945,325 10,767,247 9,277,403 12,090,657 4,434,993 3,848,830 7,798,110 
Bank Indebtedness 12,200,000 13,850,000 4,350,000 3,900,000 4,338,327 4,257,341 5,385,655 1,662,500 1,600,000 660,000 
Obligations Under Capital Lease! 796,997 371,115 - - - - - - - - 
Future Site Restoration 418,462 333,462 283,062 252,411 210,311 169,800 106,300 38,500 5,000 8,000 
Future Income Taxes 11,322,875 9,448,875 5,912,249 - - - - - - - 
Shareholders’ Equity 18,705,958 12,878,055 11,640,325 8,093,705 6,268,746 4,846,526 7,211,969 3,039,886 2,076,277 5,394,904 
Per Share Data 
Net Income (Loss) per Share 0.22 0.09 0.06 0.08 0.04 (0.41) 0.14 0.13 (1.10) (1.40) 
Cash Flow per Share 0.74 0.34 0.25 0.20 0.20 0.32 0.44 0.29 0.03 0.18 
Production 
Oil (Bopd) 1,034 389 475 562 603 554 455 307 153 146 
Gas (Mcfd) 6,063 3,760 1,417 1,036 519 509 910 416 - - 
Reserves (Proven & Probable) 
Oil (Mbbls) 2,761 2,618 2,516 3,486 1,788 1,516 1,777 1,217 558 832 
Gas (MMcf) 24,583 27,859 20,187 21,801 18,061 1,650 1,323 1,098 1,138 1,029 
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